Introduction
Profitability is vital for the banking sector, as for other commercial sectors. However, the factors influencing profitability differentiate the banking sector from others. For the banking sector, the operational revenues that are the prerequisite for sustainability come mainly from financial activities, while for other commercial sectors; capital budgeting decisions are the vital factor for operational revenues. However, financial activities affecting profitability are not consistent for all sectorial positions and conditions in the banking sector. The integration of the banking sector into foreign markets, institutionalization-professional management and the technical and intellectual structure can differentiate financial factors that have a particular effect on the profitability of bank types. Therefore, all banking sectors and banks should determine the critical factors that have a significant relationship with profitability. This will enable banks to take corrective and proactive measures towards stabilizing their profits, which are crucial for their competitiveness.
The main aim of this study is to determine the relationships between bank profitability and micro variables, with particular emphasis on the bank types in the banking sector of Northern Cyprus. After 1974, Cyprus is divided into North and South Cyprus TRNC was established in November 1983 and is not recognized by countries other than Turkey. TRNC exposes developing Small Island which is located in the Eastern Mediterranean with limited natural resources and is under embargoes and political isolations. Turkey is the only linkage for Northern Cyprus economy to the world. This is the main disadvantages of Northern Cyprus economy as well as financial sector. However, the isolations could be beneficial during the global crises. Northern Cyprus has a population over 314,000 with a 13,457 US$ per capita income (SPO, 2015) . In recent year years, the Northern Cyprus banking sector has experienced substantial changes in its structure. The reforms applied after the 2000 crisis increased the sustainability in the Northern Cyprus banking sector.
Conceptual framework and research model
Conceptually, bank profitability is explained by macro (external) variables, such as legal and economic factors, and micro (internal) internal variables, which are the bank's balance sheet and income statement items (Gülhan and Uzunlar, 2011; Güngör, 2007 ; İslatince, 2015; Petria et al., 2015; Rahman et al., 2015) . The main micro factors affecting the bank's profitability are liabilities that make up the bank's sources, assets representing the uses (investments) of resources, and income statement items arising from the movement of balance sheet items.
This paper focuses on micro factors to determine their relationships with profitability; macro factors were excluded from the scope of the study. In this framework, dependent and independent variables related to the research model are explained. The dependent variables of the study are return on equity and return on assets. Return on assets -the rate of return obtained from assets and the efficiency of asset usage within a specific time period -is calculated as net income divided by total assets (Okka, 2009; Casu et al., 2006; Vatavu, 2015) . Return on equity -the relationship between capital and profitability -is also referred to as "financial rantability" (Akgüç, 1998; Wanzenried, 2011; Horne et al., 2013) . Return on equity, that is, the net gain arising from the capital contributed by owners or shareholders, is considered to be the basic criterion, together with the risk, for evaluating alternative investments (Rose, 2002) .
Given the structure of the banking sector in Northern Cyprus, as described in Section 2, the following micro variables that can be correlated with the profitability of the sector were selected (Gülhan and Shahidul et al., 2015) equity/assets ratio, liquid assets/total assets ratio, personnel expenses/assets ratio, non-performing loans (net)/total loans ratio, total loans/total assets ratio, total deposits/total assets ratio and total assets/total sector assets ratio. The model used in the study is shown in Figure 1 . 
Literature review
The main studies based on the research model that take into account the correlations between banking sector profitability and micro variables are shown in Table 1 . As can be seen in Table 1 , the relationship of factors explaining bank profitability is not always in the same direction. These differences can be affected by factors such as the level of competition in the sector, economic conjuncture, sectoral institutionalization, investment climate, activity of the financial intermediation function, the risks to which the sector is exposed, the economy's sector-specific fragility, the degree of resilience of the sector against external shocks, and the development level of the finance sector. However, it is essential to identify each kind of relationship that can be determined within a scientific framework, in line with economic theory.
A few academic studies have been made on the banking sector in Northern Cyprus. Çaplı (2012) concluded that non-performing loans decrease bank profitability, and an increase in liquid assets makes a positive contribution to the profitability. Ünal (2011) found that liquid assets and asset profitability of loans and return on equity have a positive effect on profitability.
Current status of northern Cyprus's banking sector and its profitability

Role in Finance Sector
The financial institutions are the banking sector, international banking units, insurance companies, cooperatives and exchange offices. The assets of each of these are shown in Table 2 . The total assets of the finance sector were 17.48 billion TL (Turkish lira) at the end of 2014. The banking sector accounted for the largest proportion of assets, with international banking units ranked second. The banking sector's contribution to the finance sector was 84.91%, international banking units' contribution 8.43%, cooperatives' contribution 5.19%, and insurance companies' contribution 1.39%.
Asset Structure, Financial Deepening and Concentration
In December 2014, the total assets of the banking sector were 14,836.1 million TL. Total gross loans created 64.42% of these assets, while liquid assets constituted 22.31% (TRNC Central Bank, 2015/III: 21). In terms of financial deepening, by the end of the 2014, banking sector assets created 181.4%, total loans116.9 % and deposits 144% of the gross domestic product (GDP) of Northern Cyprus respectively (TRNC Central Bank, 2014/IV:17). Based on European Central Bank data for 2014 shown in Table 5 , it must be emphasised that, in comparison with E.U members and Turkey. Northern Cyprus has relatively a lower financial deepening ratio than E.U member countries. Northern Cyprus banking sector rank is 20 th among these member countries. The countries which have high financial deepening ratios are developed countries as well as member of high level income countries. E.U's average is calculated as %311 %164 % for total assets, loan/GDP and deposit/GDP respectively.
With regard to the concentration of the banking sector, by the end of the 2014 the top five banks accounted for 54.18% of the sector's assets, and the top ten banks 78.74% of these assets (TRNC Central Bank, 2014/IV: 22). Banking concentration ratios for the top five banks are 94%, 82%, 63%, 47, %32 for Greece, Malta, Cyprus, EU and Luxembourg respectively in 2014 (European Central Bank, 2015). 
Importance of the Banking Sector for the Economy
Bank Types
In 2014 there were 22 active banks in Northern Cyprus, and these can be classified in terms of ownership and fund dependence. As can be seen in Table 4 , there were two public banks, thirteen private equity banks and seven branch banks (TRNC Central Bank, 2014:21). In Table 5 , bank types are shown according to fund dependence. As can be seen from the table, half of the 22 are Turkish-Cypriot-financed banks, and the remaining 11 are classified as foreign-financed banks. As previously mentioned, loans create a clear majority of the assets belonging to the banking sector of Northern Cyprus. Hence, asset quality is directly associated with credit risk. The most important indicator of credit risk is non-performing loans. According to TRNC Central Bank data, at the end of 2014, the nonperforming loans/gross loans ratio was 6.9% (TRNC Central Bank, 2014/IV: 36, 58). Based on the World Bank data for 2014 shown in Table 6 , it must be emphasised that, in comparison with financially developed countries with powerful baking sectors, Northern Cyprus has a high non-performing loan ratio that requires precautions. In the countries with the lowest non-performing loan/gross loans ratio, the figure is between 0.1% and 0.6%. As seen in the table, the non-performing loan ratio in these countries is below 1%. In Turkey, this ratio is 2.7%, which is fairly well below the world average. While the ratio is 6.9% in Northern Cyprus, the world average is calculated as 7.5%. The countries that have the highest non-performing loans ratio are Southern Cyprus (44.9%), San Marino (43.1%), Greece (33.8%), Sierra Leone (33.4%), and Yemen (24.7%). 
Profitability comparison of Northern Cyprus banking sector with Turkey and other small island countries
The banking sector of Northern Cyprus is observed to be highly profitable. Despite the fact that the real growth rate was reported to be negative during the mortgage crisis, the banking sector managed to be profitable during that period (Figure 2 ). Table 6 .
• There is a positive correlation between total assets and total equity.
• There is a negative correlation between total assets and return on equity.
• There is a negative correlation between equity and return on equity.
• There is a very high positive correlation between return on assets and return on equity. ROA indicates how profitable a commercial bank is relative to its total assets. It illustrates how well bank management uses its total assets to make a return. The higher the ratio illustrates the more efficient management is in utilizing its asset base. Return on assets has floated between 1.13 and 1.45 in Northern Cyprus and never experienced loss in this period. Among these countries highest ratio and lowest ratio was realized by Jamaica and Cyprus respectively in 2011. Dominica, Malta, Cyprus and Bahamas have experienced loss in several years. ROA has been decreasing in many countries since 2006 on the other side ROA is more stable in Northern Cyprus during this period. Return on equity is the ratio which indicates amount of net income returned as a percentage of shareholders equity. It measures a commercial bank's profitability by disclosuring the amount of profit a commercial bank creates with the amount of money shareholders have invested. Among twelve countries Barbados had the highest ratio in 2006 and Cyprus had the lowest ratio in 2010. Dominica, Malta, Cyprus and Bahamas have experienced negative ROE in some years between 2006-2014. It is obvious Northern Cyprus' ROE is more stable than many small island economies. Source: TRNC Central Bank.
As can be seen from Table 8 , a statistically significant correlation between total assets and return on total assets is not observed.
Methodology of research
The latest available data relating to the profitability of banks in Northern Cyprus is for 2014. We used the balance sheet and income statements of the 22 banks listed in Table 3 and Table 4 , according the model in Figure 1 . The ratios we considered are equity/assets ratio, total loans/total assets ratio, total deposits/total assets ratio, personnel expenses/assets ratio, total assets/total sector assets ratio, nonperforming loans (net)/total loans ratio and liquid assets/total assets ratio.
The data were input into the SPSS programme and all necessary statistical analyses were used. We applied cross-tabulation to analyse the correlation of the micro factors and ownership status with the profitability of banks in Northern Cyprus.
Results
As shown in Table 10 , banking sector profitability differs according to ownership status. The profitability of branch banks is better in terms of both return on assets and return on equity. Private banks and state banks are second and third, respectively, in terms of profitability. When the origin of capital is considered, foreign banks are more profitable than Turkish Cypriot banks in both respects. Foreign banks' average return on equity is 14.9%, while Turkish Cypriot banks' equivalent ratio is 9.6%. Similarly, foreign banks' average return on assets is almost twice that of Turkish Cypriot banks. According to İslatince (2015), Waleed (2015) and Azzam (2012) findings are foreign banks are more profitable than domestic banks. The correlations between profitability and micro variables are shown in Table 9 . The following statistically significant correlations are revealed.
• There is a positive correlation between return on assets and return on equity.
• There is a negative correlation between the equity/asset ratio and return on assets.
• There is a negative correlation between the personnel expenses/assets ratio and return on equity.
• There is a negative correlation between the non-performing loans (net)/total loans ratio and return on equity.
• There is a positive correlation between the total loans/total assets ratio and return on equity.
• There is a negative correlation between the total deposits/total assets ratio and return on assets. 
Discussions
In accordance with the purpose of this study, the profitability of the banking sector in Northern Cyprus is determined by bank types. When the status of ownership was examined, branch banks clearly perform better than the other bank types. Concordantly, when the focus was fund dependence, foreignfinanced banks, including branch banks, have higher profitability than Turkish-Cypriot financed banks. The root causes of these results overlap with the findings of the studies by Şafaklı and Ertannın (2013) and Şafaklı and Kutlay (2013) : the fact that branch and foreign-financed banks are more institutional, are administered more professionally, have a technological structure, finance markets and are more integrated and causes them to be more profitable. A large numbers of studies investigating the determinants of banking profitability around the World according to ownership status and same results have obtained from other researches (Reddy, 2011; Kosak and Cok, 2008) .
Data showing that branch banks and foreign-financed banks are more institutional and professional, and are administered efficiently and actively can be seen in Tables 10 and 11 .
As can be seen in Table 10 , branch banks have the lowest personnel expenses/assets ratio in the sector. Furthermore, branch banks also have the lowest non-performing loans (net)/total loans ratio 1.05%, while this ratio is 6.7% and 4.3% for state and private banks, respectively. Although the total deposits/total assets ratio of branch banks is 15% lower than for other bank types, their total loans/total assets ratio is about same as for other bank types. This apparently shows the higher earning capacity of branch banks. When origin of capital is considered, a similar picture emerges to that observed for ownership status. Foreign capital banks are notably more profitable than Turkish Cypriot banks. Furthermore, their personnel expenses/assets ratio, non-performing loans (net)/total loans ratio, total deposits/total assets ratio and total loans/total assets ratio show broadly the same structure as that of branch banks (Table 11) . The final results to be discussed are the significant relationships that exist between profitability and micro variables, as seen in Table 9 . The theoretical foundations of these associations can be described as follows:
• Return on equity and return on assets are important ratios in the financial sector for evaluating a firm's performance. As previously mentioned, a positive relationship was found between these two variables.
• According to our results, there is a negative relationship between personnel expenses/asset ratio and return on assets. We can accept that this ratio is a proxy for management efficiency (Shuremo, 2016) . Many studies in the literature have found that expense management is one of the most important factors for commercial bank profitability (Said and Tumin, 2011). Expense management produces lower costs and may create opportunities for higher profits. Conventional wisdom proposes that if there is an increase in the staff expenses ratio, it is obvious that assets have started to be used inefficiently (Kumbirai and Webb, 2010).
Conclusions
The sustainability and stability of the banking sector are essential for the efficient functioning of other sectors, and of the economy as a whole. Predictably, the sustainability and stability of the banking sector depend on its profitability, and this is influenced by both macro and micro factors. Inflation, interest rates, political factors, and global and national economic crises are the main macro variables that can affect the profitability of the banking sector. These macro factors are also called systematic risk factors, and are beyond the control of sector. However, micro or internal factors allow the sector take reactive and/or proactive measures to influence profitability. Therefore, determining the main micro variables that can potentially affect profitability should be a priority for banks.
The main aim of this study was to determine the relationship between bank profitability and micro variables, with particular emphasis on bank types, for the banking sector of Northern Cyprus. In this respect, the following conclusive remarks can be made.
• The banking sector of Northern Cyprus as a whole has a stable level of profitability.
• Because of their unique characteristics, different bank types naturally have different profitability structures. Higher levels of institutionalization and professionalization, together with more efficient and effective structures, mean that branch banks and foreign-capitalized banks have proved to be more profitable.
• The study revealed crucial relationships between profitability figures and balance sheet items. Thus, equity, personnel expenses, non-performing loans and total deposits are negatively correlated with profitability, while total loans show a positive correlation with profitability.
It can be concluded that the authorities should take the institutional, administrative and financial factors cited in this study into account in order to stabilize profitability and achieve sustainability in the banking sector.
